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* ABLE (Achieving a Better Life Experience) Accounts
e Current Developments
» 2014 ACA changes to Form 1040

Topics for Today

e 2015 Estate, Gift, GST Exemptions

e Individual Income Tax Issues
* .9% Additional Medicare Tax
* Net Investment Income Tax

* Planning Considerations
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Achieving a Better Life Experience (ABLE) Act

For tax years beginning after Dec. 31, 2014, TIPA allows
states to establish tax-exempt “Achieving a Better Life
Experience” (ABLE) accounts to assist persons with
disabilities in building an account to pay for qualified
disability expenses.

Similar to a Qualified Tuition Program, a tax exemption
would be allowed for an ABLE program; amounts in an
ABLE account would accumulate on a tax-exempt (or, in
some cases, tax-deferred) basis.

General Rules

A qualified ABLE account is generally exempt.

A “qualified ABLE program” is subject to the excise tax
on non-plan tax-exempt entities that are parties to
prohibited tax shelter transactions and subsequently
listed transactions.

Any person may make contributions to an ABLE
account.

Contributions to an ABLE account are not deductible for
income tax purposes.
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Current Developments

One IRA Rollover Per Year Rule

* An individual receiving an IRA distribution on or after
Jan. 1, 2015, cannot roll over any portion of the
distribution into an IRA if the individual has received a
distribution from any IRA in the preceding 1-year
period that was rolled over into an IRA.

e Under previous rules, the one-rollover-per-year
limitation in Code Sec. 408(d)(3) applied on an IRA-by-
IRA basis.

* The change was precipitated by the Tax Court's
decision in Bobrow, TC Memo 2014-21TC Memo 2014-
21, that the limitation applies on an aggregate basis,
meaning that an individual could not make more than
one nontaxable 60-day rollover within each 1-year
period even if the rollovers involved different IRAs.




One IRA Rollover Per Year Rule-Continued

As a transition rule for distributions in 2015, a
distribution occurring in 2014 that was rolled over is
disregarded for purposes of determining whether a

2015 distribution can be rolled over under Code Sec.

408(d)(3), provided that the 2015 distribution is from
a different IRA that neither made nor received the
2014 distribution.

The Bobrow aggregation rule, which takes into
account all distributions and rollovers among an
individual's IRAs, will apply to distributions from
different IRAs only if each of the distributions
occurs after 2014.

Announcement 2014-32, 2014-48 IRB; IR 2014-107
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Single Distribution Rule for Retirement Plans
Notice 2014-54

Beginning Jan. 1, 2015, when qualified plan participants

choose to direct their retirement plan distribution to go

to multiple destinations, the amounts will be treated as a

single distribution for allocating pre-tax and after-tax

basis.

This change will allow qualified, 403(b) and 457(b)

governmental retirement plan participants to:

* Roll over amounts to both a Roth IRA and a non-Roth
IRA;

« Allocate the pre-tax amount of the distribution to the

non-Roth IRA and the after-tax amount to the Roth IRA,

and

« Avoid having to pay income tax on pre-tax amounts
rolled over to the non-Roth IRA.
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Single Distribution Rule for Retirement Plans-Continued

Under previous rules, each destination of a retirement
plan distribution (e.g., a distribution split between a
direct rollover to an IRA and an actual distribution of
funds) was considered a separate distribution. If a
participant's account balance contained both pre-tax and
after-tax amounts, each distribution included a pro rata
share of both. A participant couldn't choose to transfer
the pre-tax amount to a traditional IRA and the after-tax
amount to a Roth IRA.

Transition rules provide that plan sponsors may apply
the new allocation rule to distributions made on or after
Sept. 18, 2014, and apply a reasonable interpretation of
the allocation rules for distributions made before Sept.
18, 2014.

New Investment Direction Rule for 529 Plans

* For tax years that begin after Dec. 31, 2014,

TIPA(2014 Tax Act) allows Code Sec. 529 qualified
tuition plans (QTPs) to permit investment direction
by an account contributor or designated beneficiary
up to two times per year.

Code Section 529(b)(4) provides that a program isn't
treated as a qualified tuition plan (QTP) under Code
Sec. 529 unless it provides that any contributor to,
or designated beneficiary under, the program may
not directly or indirectly direct the investment of any
contributions to the program (or any earnings on the
contributions).
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Limit on Electronic Refunds

Effective January 2015, new IRS procedures limit the
number of refunds electronically deposited into a
single financial account or pre-paid debit card to three.
The fourth and subsequent refunds automatically will
convert to a paper refund check and be mailed to the
taxpayer. The limit is intended to help combat fraud
and identity theft.
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Inflation Adjustment for Certain Civil Penalties

For returns required to be filed after Dec. 31, 2014,
TIPA indexes for inflation each calendar year the fixed-
dollar civil tax penalties under current law for:

(1) failure to file a tax return or to pay tax (Code Sec. 6651);

(2) failure to file certain information returns, registration
statements, and certain other statements (Code Sec. 6652);

(3) failure of a paid preparer to meet certain obligations
(Code Sec. 6695);

(4) failure of a partnership (Code Sec. 6698) or an S
corporation (Code Sec. 6699) to file a return; and

(5) failure to file correct information returns (Code Sec.
6721(f)) and payee statements (Code Sec. 6722(f)).

12
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2014 Income Tax Returns
ACA Changes
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Estate Tax

* The American Taxpayer Relief Act of 2012 (ATRA)
permanently provides for a maximum federal estate tax
rate of 40 percent with an annually inflation adjustment
for estates of decedents dying after December 31, 2011.

* The maximum estate tax rate for estates of decedents
dying after December 31, 2010 and before January 1,
2013 was 35 percent with a $5 million exclusion (indexed
for inflation for 2012 at $5.12 million).

* The 40% estate tax rate and inflation adjustment
exemption are “permanent.”

» Accordingly, for 2014, the inflation-adjusted exemption
amount is $5,340,000. This translates into a unified credit
of $2,081,800 for 2014.

23

Tax status and size of gross
estate

2013 Gross estate for
tax purposes

2012 Gross estate for tax
purposes

Number| Amount

Number Amount

Tax status and size of gross
estate

2011 Gross estate for
tax purposes
Number| Amount

All Returns

Under $5 million

10,568 138,704,642 9,412 124,320,687|

1.053_3,736,167 988 3,556,727|

$5 million < $10 million 6,206 41,843,297 5,804 38,960,265
$10 million < $20 million 2,158 29,164,299 1,723 23,040,271

$20 million or more

854 25,517,927

All Returns

4,588 48,009,811

Under $3.5 million

601 1,427,959

$3.5 million < $5.0 million

999 4,129,974

$5.0 million < $10.0 million

2,110 13,874,974

$10.0 million < $20.0 million

563 7,531,234

$20.0 million or more

324 21,045,679

$50 million or more

297] 38,442,952

% 58,763,424

All Taxable Returns

Under $5 million

4,687 76,384,517

3 73& 62,445,840

4217 1,443,883

331 1,191,108

$5 million < $10 million

2,401 16,872,75

2,114 14,631,056

$10 million < $20 million

1,161f 15,833,060

798 10,769,667|

$20 million or more

508 15,358,930

$50 million or more

190 26,875,893

495 35,854, Ooi

All Taxable Returns

1480 19,832,684

Under $3.5 million

174 428,124

$3.5 million < $5.0 million

278 1,181,171

$5.0 million < $10.0 million

654 4,443,130

$10.0 million < $20.0 million

218 2,967,290

$20.0 million or more

156 10,812,968

All Nontaxable Returns

5,881 62,320,129

5,673 61.874,843

Under $5 million

626 2,292,284 657 2,365,619
$5 million < $10 million 3,805 24,970,544 3,690 24,329,210
$10 million < $20 million 997 13,331,249 925 12,270,604

$20 million or more

34§ 10,158,997

401 22,909,415

All Nontaxable Returns

3,108 28,177,127

Under $3.5 million

427 999,833

$3.5 million < $5.0 million

712 2,948,804

$5.0 million < $10.0 million

1,456 9,431,844

$10.0 million < $20.0 million

349 4,563,949

$20.0 million or more

168 10,232,702

$50 million or more

107 11,567,059

24
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Tax status and size of gross estate 2010 Gross estate for tax purposes
INumber Amount

All Returns 15,191 130,195,505
Under $3.5 million 3,306 8,404,649
3.5 million < $5.0 million 5,027| 20,851,245
[$5.0 million < $10.0 million 4,439 30,016,010
$10.0 million < $20.0 million 1,526 20,828,411
$20.0 million or more 892 50,095,190
All Taxable Returns 6,711 69,151,158
Under $3.5 million 1,325 3,617,934
$3.5 million < $5.0 million 1,912 8,034,067
[$5.0 million < $10.0 million 2,106 14,376,020
$10.0 million < $20.0 million 825 11,321,355
520.0 million or more 543 31,801,782
All Nontaxable Returns 8,479 61,044,347
Under $3.5 million 1,981 4,786,715
$3.5 million < $5.0 million 3,115 12,817,178
ES.O million < $10.0 million 2,333 15,639,990

10.0 million < $20.0 million 701 9,507,057
§620.0 million or more 349 18,293,407

25

* ATRA-2012 provides a maximum 40 percent gift tax rate
and a unified estate and gift tax exemption of $5 million
(inflation adjusted) for gifts made after 2012.

* The maximum gift tax rate for gifts made after December
31, 2010 and before January 1, 2013 was 35 percent with
a $5 million exclusion (indexed for inflation for 2012 at
$5.12 million). Effective January 1, 2013, the maximum
federal gift tax rate was scheduled to revert to 55 percent
with an applicable exclusion amount of $1 million (not
indexed for inflation), its levels before enactment of tax
law changes in 2001 and subsequent legislation.

* The 40% qift tax rate and $5 million inflation-adjusted
exemption are “permanent”. As with the estate tax, for
2014, the inflation-adjusted exemption amount is
$5,340,000. This translates into a unified credit of
$2,081,800 for 2014.

26
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Generation Skipping Tax

* ATRA provides a maximum 40 percent generation-
skipping tax rate and a generation-skipping tax
exemption of $5 million (inflation adjusted) for gifts made
after 2012. The GST exemption for 2014 is $5,340,000.

* ATRA also extends a number of important GST tax-
related provisions that were scheduled to expire after
2012. They include the GST deemed allocation and
retroactive allocation provisions; clarification of
valuation rules with respect to the determination of the
inclusion ratio for GST tax purposes; provisions allowing
for a qualified severance of a trust for purposes of the
GST tax; and relief from late GST allocations and
elections. All of these provisions were enhancements to
the complex GST rules to make them easier to use, and
all have been now made permanent.

27

Portability

ATRA extended permanently the concept of portability,
which generally allows the estate of a surviving
spouse to utilize the unused portion of the estate tax
applicable exclusion amount of his or her last
predeceased spouse.

28
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Same Sex Couples

« DOMA and the Windsor case require same sex
couples legally married in a jurisdiction that
recognizes same sex marriage to file joint Federal
tax returns.

» Estate and gift tax implications would follow.
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Individual Income Tax Issues

Net Investment Income Tax
Additional .9% Medicare Tax

Limitation on Itemized Deductions (PEASE)
Phase out of Personal Exemptions (PEP)

31

Historical Highest Individual Tax Rates

39.6 percent: Top tax rate in 2000
31 percent:
50 percent:
70 percent:
91 percent:
84.4 percent: Top tax rate in 1950
94 percent:
79 percent:
63 percent:
25 percent:
46 percent:
73 percent:

Top tax rate in 1991
Top tax rate in 1986
Top tax rate in 1980
Top tax rate in 1963

Top tax rate in 1945
Top tax rate in 1939
Top tax rate in 1935
Top tax rate in 1931
Top tax rate in 1924
Top tax rate in 1921

7 percent: Top tax rate in 1915
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Key Amounts-2014(39.6 Bracket)

Single MFJ HOH MFS

39.6% Bracket | >$406,750 | 2$457,600 | 2$425,000 | 2$225,000

(Taxable Income)

Pease 2$254,200 2$305,050 2$254,200 2$152,525
(AGI)

PEP 2$254,200 2$305,050 2$279,650 2$152,525
(AGI)

PEP

Complete $376,700 $427,550 $402,150 $213,775
Phaseout

(AGI)

33

Individual Tax Rates

« All the individual marginal tax rates under EGTRRA
and JGTRRA are retained (10%, 15%, 25%, 28%,
33%, and 35%).

» Atop rate of 39.6% is imposed on taxable income
over $400,000 for single filers, $425,000 for head-of-
household filers, and $450,000 for married taxpayers
filing jointly ($225,000 for each married spouse filing
separately).

34
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Capital Gains and Dividends

* A 20% rate applies to capital gains and dividends for
individuals above the top income tax bracket
threshold.

* The 15% rate is retained for taxpayers in the middle
(25%, 28%, 33%, and 35%) brackets.

* The zero rate is retained for taxpayers in the 10%
and 15% brackets.

35

Qualified Dividends and Capital Gains
Flowchart

http://www.aicpa.org/Publications/TaxAdviser/2014/Oct
ober/Pages/Tax Clinic_04.aspx

36
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Exhibit: Capital gains tax rate flowchart

Is all ncome
adustod ret capal
gt

37

2014 Tax Rates

Married Individuals Filing Joint Returns and Surviving

If Taxable Income Is:
Not over $18,150

Over $18,150 but not
over $73,800

Over $73,800 but not
over $148,850

Over $148,850 but not
over $226,850

Over $226,850 but not
over $405,100

Over $405,100 but not
over $457,600

Over $457,600

Spouses

The Tax Is:
10% of the taxable income

$1,815 plus 15% of the
excess over $18,150

$10,162.50 plus 25% of the
excess over $73,800

$28,925 plus 28% of the
excess over $148,850

$50,765 plus 33% of the
excess over $226,850

$109,587.50 plus 35% of the
excess over $405,100

$127,962.50 plus 39.6% of
the excess over $457,600

Unmarried Individuals (other than Surviving Spouses
and Heads of Households)

If Taxable Income Is:
Not over $9,075

Over $9,075 but not over
$36,900

Over $36,900 but not
over $89,350

Over $89,350 but not
over $186,350

Over $186,350 but not
over $405,100

Over $405,100 but not
over $406,750

Over $406,750

The Tax Is:
10% of the taxable income

$907.50 plus 15% of the
excess over $9,075

$5,081.25 plus 25% of the
excess over $36,900

$18,193.75 plus 28% of the
excess over $89,350

$45,353.75 plus 33% of the
excess over $186,350

$117,541.25 plus 35% of the
excess over $405,100

$118,118.75 plus 39.6% of
the excess over $406,750
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2014 Trust and Estate Rates

Estates and Trusts
If Taxable Income Is: The Tax Is:
Not over $2,500 15% of the taxable income

Over $2,500 but not over $5,800 $375 plus 25% of the excess over $2,500
Over $5,800 but not over $8,900 $1,200 plus 28% of the excess over $5,800

Over $8,900 but not over $12,150 $2,068 plus 33% of the excess over $8,900

Over 512,150 $3,140.50 plus 39.6% of the excess
over 512,150

39

Schreiber & Schreiber

Certified Public Accountants

.9% Medicare Hospital
Insurance (HI) Tax

[ T 40
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New Medicare Withholding on
Self-Employed Income

Additional 0.9% on self-employed income in excess of:
$250,000 MFJ/ $125,000 MFS
$200,000 Single and H of H

Threshold reduced by wages reported EXAMPLE: If self-
employed also has W-2 for

$75,000, liability starts at $125,000 (S)
and $175,000 (MFJ)

41

o 2.35% Medicare tax (reqular 1.45% Medicare tax +
0.9% additional Medicare tax) on all wages in excess

of $200,000 ($250,000 for joint returns; $125,000 for
married taxpayers filing a separate return). (Code
Sec. 3101(b)(2))

e 3.8% (2.90% regular Medicare tax + 0.9% additional
Medicare tax) on all self-employment income in
excess of $200,000 ($250,000 of combined self-
employment income on a joint return, $125,000 for
married taxpayers filing a separate return). (Code
Sec. 1401(b)(2))
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Schreiber & Schreiber

Certified Public Accountants

3.8% Net Investment
Income Tax

CPA) amasien oot 32 0002

43
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Medicare Tax on Unearned Income
Additional 3.8% Medicare tax on the lesser of:
Net investment income or
Modified AGI in excess of
250,000 MFJ/ $125,000 M FS
$200,000 Single and H of H
Highest marginal rate 43.4% (39.6 + 3.8)

(43.4% +1.2% effect of phase out of itemized
deductions + 6% Louisiana tax=50.6%)

45

« Whatis included in Net Investment Income?

In general, investment income includes, but is not limited to:
interest, dividends, capital gains, rental and royalty income, non-
qualified annuities, income from businesses involved in trading of
financial instruments or commodities, and businesses that are
passive activities to the taxpayer (within the meaning of IRC
section 469). To calculate your Net Investment Income, your
investment income is reduced by certain expenses properly
allocable to the income.

« What are some common types of income that are not Net
Investment Income?

Wages, unemployment compensation; operating income from a
nonpassive business, Social Security Benefits, alimony, tax-
exempt interest, self-employment income, Alaska Permanent
Fund Dividends (see Rev. Rul. 90-56, 1990-2 CB 102) and
distributions from certain Qualified Plans (those described in
sections 401(a), 403(a), 403(b), 408, 408A, or 457(b)).

46
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LDR Position on NIl and
Additional Medicare Tax

“For purposes of determining the “federal

income tax liability” for tax years beqginning on

or after January 1, 2013, any Net Investment

Income Tax paid will be included in the

taxpayer’s federal income tax liability and will,

therefore, be included in the taxpayer’s federal

income tax deduction. The Additional Medicare

Tax will not be included in the taxpayer’s

federal income tax liability for the purpose of

determining the taxpayer’s federal income tax

deduction.”

47
Individual Return-Example 1
TAX COMPUTATION

INCOME 2013 Standard deduction 14,600
Interest income. 198 Larger of itemized or standard deduction 31,998
Dividend income. 5,600 Income prior to exemption deduction 527,335
Business income. 192,244 Exemption deduction 0
Capital gain or loss -3,000 Taxable income 527,335
Taxable IRA distributions 2,064 Tax before credits 155,512
Taxable pensions 100,611 CREDITS
Rent, royalty, partnership, SCorp, trust 240,027 Foreign tax credit 277
Taxable social security benefits 37,789 Credit for prior year minimum tax 0
Total income 575,533 Total credits. 277

ADJUSTMENTS TO INCOME Tax after credits 155,235
Deductible part of self-employment tax. . . 9,624 OTHER TAXES
Self-employed SEP, SIMPLE, qual. plans. . . 0 Self-employment tax. 19,247
Self-employed health insurance. 6,576 Other taxes. 8,892
Total adjustments 16,200 Total tax. 183,374
Adjusted gross income 559,333
oo i Itemized Deduction Limitation

Interest 9,957 (PEASE) $ 7,780
Contril:lutionsA 4,258 Oth er taxes
Overall i -7,780 s -
Total itemized deductions 31,998 Add|t|0nal .9% Medlcare Tax $

Net Investment Income Tax $ 8,892

$16,672
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Individual Return-Example 2

INCOME

Interest income.

Dividend income.

Refunds of state and local taxes

Business income.

Capital gain or loss

Form 4797 gains or losses

Taxable IRA distributions

Rent, royalty, partnership, SCorp, trust

Farm income.

Taxable social security benefits

Other income

Total income

ADJUSTMENTS TO INCOME

Health savings account deduction.

Deductible part of self-employment tax. . .

Self-employed health insurance.

Total adjustments

Adjusted gross income

ITEMIZED DEDUCTIONS

Taxes

Contributions.

Overall i ized deductions limitation.

Total itemized deductions

TAX COMPUTATION
Standard deduction 13,400
44,172 Larger of itemized or standard deduction 87,904
86,092 Income prior to exemption deduction 2,386,651
28,863 Exemption deduction .« 0
668,759 Taxable income 2,386,651
343,873 Tax before credits 819,737
5 CREDITS
30,000 Foreign tax credit 807
1,276,839 Total credits. 807
6,206 Tax after credits 818,930
34672 OTHER TAXES
- 0 Self-employment tax. 34,260
2519481 Household employment taxes. 0
S Other taxes. 67,179
7,450 Total tax. 920,369
17,130
20,346 Itemized Deduction Limitation
44,926
2,474,555 (PEASE) $ 65,237
Other taxes
1212;2 Additional .9% Medicare Tax $ 3,360
_55,'237 Net Investment Income Tax $ 63,819
87504 $132,416

49
Trust Return
With Income Without Income
Distribution Distribution

Interest income 3,862 3,862
Ordinary dividends 13,051 13,051
Capital gain (loss) 81,219 81,219
Rent, royalty, partnership, estates 1 262,261 262,261
ITotal income 360,393 360,393
DEDUCTIONS L
Charitable deduction 928] 928|
(Other deductions (non 2%) 699 699
IAllowable misc. itemized deductions 385 0]
[Total 2,012 1,627]
IADJUSTED TOTAL INCOME L
IAdjusted total income 358,381 358,766
Income distribution deduction 358,381

Exemption 100 100
[Total other deductions 358,481

ITAX COMPUTATION -
|Taxable income -100| 358,666
Tax 123,905
Foreign tax credit 87|
Net Investment income tax 12,237
[Total Tax 137,055
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Planning Considerations

51

The Whole Team Has To Be Involved

Accounting

Charitable and Tax

52
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Planning Considerations

Legal

Estate

Gift

Income Tax
Investments
Insurance
Charity

I Effective tax rates
On gross income of $100,000, May 2011, %

0 10
Belgium
Greece
Germarry
France
Denmark
India
Bragil
Sweden
Britain
Crech Republic
Japan
(hina
Australia
United States
Russia

Source: KPR
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Reform ldeas
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Current Law lllustrative Proposal (Fully Phased
In)
Multiple brackets, genarally
SRS T taxed at 35% for large One bracket: 28%
corporations
Domestic Up to 9% deduction of Qualified o
Production Production Activities Income -
Deduction
Businesses may account for
inventories under the Last in, Eliminated with appropriate
nventory Methods | "~ et Out (LIFO) method of transition
accounting
Geoneral Business g o
Credits Over 30 tax credils Eliminated
Other Tax -
Expenditures Ovwer 75 tax expenditures Eliminated
Taxalion of Active
Foreign-source Taxod T:;"&:;ﬁamm Temitorial system
Income
Taxation of Passive
Foreign-source Taxed currently under Subpart F Maintain Current Law
Income
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Presented by:
Gerard H. Schreiber, Jr., CPA

504-832-1819
ghschreiber@bellsouth.net
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